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KEY ECONOMIC INDICATORS 
(All values in million U.S.$ unless otherwise indicated) 


Area: 127,581 square miles Exchange Rate 
Population: 11.9 million US$1.00 - M$2.50 


1975 


Income Production, Employment 


GNP (billion) 8. 

Per Capita GNP (U.S.$) 676. 

Industrial Production Index 167. 
(1968 = 100) P. Malaysia 

Employment (000) 3920 

Average rate of unemployment 7 

Consumer Price Index 146. 
(1967 - 100) P. Malaysia 


Money, Debt, Balance of Payments 


Money Supply 1784. 
Public Debt 3537. 
External Debt 952. 
Gold & Foreign Exchange 1338. 
Net External Reserves 1500. 
Balance of Payments -40. 


Balance of Trade Exports 1975 ist © *75 Ist Q '76 % Change 


Rubber 724. 177.6 295. + 66 
Palm Oi] 559. 04 111. - 19 
Saw Logs 251. 4 73. + 59 
Sawn Timber 146. ] 59. +182 
Tin 425. 2 113 . - 17 
Petroleum 293. .6 162. +154 
Manufactured Goods 672. 6 214. +540 
Others 488 8 88. - 57 
Gross Exports 3565. 4 1118. + 3 
Less: Gross Imports 3720. 2 884. 4.9 
BALANCE OF TRADE -160 ] 234. 


OOOO AnHADOND&S 


Value of major exports to the U.S. (Jan.-Dec. 1975) 
Tin (142.2), Palm O0i1 (118.3), Rubber (90.8), Sawn Timber (3.3), Total (595.2) 


Value of major imports from the U.S. (Jan.-Dec. 1975) 
Machinery and Transport Equipment (205.8), Manufactured goods (33.4), Chemicals 
(42.6), Food (18.2), Beverages and Tobacco (7.7), Total (367.8). 





SUMMARY 


The main impetus to the rapid recovery of the Malaysian economy thus far 
in 1976 has been the external sector through improved foreign demand for primary 
commodities and manufactures. All of Malaysia's major primary commodities-- 
rubber, tin, palm oil, timber, and petroleum--have done well during the first 
half of 1976. The thrust provided by the external sector is beginning to 
induce increased domestic spending as profits and income improve; and as 
business continues to pick up, both domestic and foreign investment are 
expected to increase, thus adding to productive capacity. Inflation is 
low, presently running at an annual rate of increase of 1.2 percent, although 
this may increase to 4-5 percent by year end. 


The objective of public policy in 1976 is to achieve a reasonably high 
employment level, without aggravating inflation. Indications thus far are 
for a strong recovery throughout 1976, exceeding the Government's forecasts 
made at the end of 1975 of about 6 percent real growth in GNP, Preliminary 
figures suggest a very strong growth in the first quarter, perhaps in excess 
of ten percent in real terms. The momentum of growth will receive a further 
boost from the launching of the Third Malaysia Plan 1976-80, which is 
scheduled to be introduced to Parliament July 19, (Details of the Third 
Malaysia Plan will be reported separately once the Plan is announced publicly). 


Thus, the Malaysian economy can be expected to recover significantly 
during 1976 and to continue solid expansion during 1977. A closer look 
at the principal sectors of the economy support this conclusion, 


CURRENT ECONOMIC SITUATION 


Exports, notably rubber, oil palm, tin, timber and manufactures, 
account for about 45 percent of the Gross National Product. Rubber continues 
to be the main pillar of the Malaysian economy, contributing almost 30 percent 
of export earnings and about 15 percent of Gross Domestic Product. Considerable 
progress has been made, however, toward reducing the dependence on rubber 
and tin exports through diversification to palm oil, the rapid development 
of timber resources, and the impressive growth of manufactured and semi- 
manufactured exports. The country's petroleum resources also help to 
widen the export base and will become increasingly important in the future. 
As in the past, exports are the leading edge of the economy, responsible for 
the recovery of the Malaysian economy in 1976 and the continued bright forecasts 
for 1977. 





Rubber is important beyond its role as the top foreign exchange earner 
as it provides the livelihood for some 500,000 smallholders, mostly Malays 
who with their families comprise 2.5 - 3.0 million persons out of a total 
population of about 12 million and a total Malay population of approximately 
5.5 million. The Treasury, in.earlier projections, estimated an average price 
of M$1.40 per kilo for RSS] rubber in 1976. The current price is hovering 
around M$2.10 per kilo and international commodity specialists forecast a 
price range of M$2.00 to M$3.00 per kilo for the next five years. These 
prices should provide rubber smallholders with much more satisfactory income 
levels than during the recession, If the price continues above M$2.00 
per kilo, the Government will benefit by about M$235 million in additional 
export duties and by about M$838 million in additional foreign exchange 
earnings during 1976. 


Oil palm was the star performer among primary commodities during 1975 
and is continuing to do well in 1976, although the value of first quarter 
exports declined from the same period in 1975. The problem of competition 
with soybean oil in the U.S., which was of concern to the U.S. and Malaysia 
in early 1976, appears to have been resolved by market forces which closed 
the gap between the lower price of palm oil and the higher price of soybean 
oil. At present the world demand for edible oils is on the upswing and 
the prices of both soybean 01] and palm oil are rising. Palm oil production 
is expected to increase to 1.54 million tons in 1976 (up 19 percent over 
1975). Thus, revenues and foreign exchange earnings from palm oi] should 
do well in 1976. Unprocessed palm oil is the number one source of Malaysian 


export duties. The GOM recently imposed export duties on processed palm 
011 which means additional revenues to the Government coffers will be added 
from palm oil. 


Tin production dropped about six percent in 1975 to about 64,343 tons 
due to low prices in the first half of the year which resulted in the 
imposition of export controls by the International Tin Council. In the 
gravel pump sector, which produces nearly 55 percent of Peninsular Malaysia's 
total production, the fall in output was brought about by the closure of 131 
mines which either became sub-economic or exhausted their available reserves. 
On March 31, 1976 there were 871 units in operation compared with 1,002 
a year earlier. Export controls expired on June 30, 1976, 


In May 1976 the International Tin Council raised the floor and ceiling 
prices for tin buffer stock operations to M$ 1,000 and M$1,200 per picul 
respectively. This means that whenever the price falls to M$1,000 per picul 
or below the Buffer Stock manager must buy until he runs out of money. 
Conversely, he must sell physical tin when the price reaches M$1,200 and 
above until he runs out of physical tin, 


The president of the Malay Chamber of Mines, commenting on the Fourth 
International Tin Agreement wwhich expired June 30, 1976, said, "The great 





majority of miners in Malaysia consider that the Fourth Agreement (Tin) 
has worked well considering the dramatic experiences of rampant inflation, 
currency uncertainties including the devaluation of the U.S. dollar and 
floating exchange rates, quadrupling of the oi] price and a mini-boom 
followed by recession...". 


Outlook for tin during remainder of 1976 and 1977 is bright due to 
anticipated continued strong demand in the United States, the largest 
consumer of tin, Europe, and Japan. 


Timber exports and earnings have increased substantially during the 
first half of 1976 following a very difficult 1975. Demand and price for 
logs has been favorable, especially from Japan; and demand from EEC countries 
has stimulated the sawn timber industry. Further improvements are expected 
in the second half of 1976. 


Petroleum: Production of crude oil increased by 23.4 percent in 1975 
to an average of 100,000 barrels per day as a result of 28 new wells in 
production - 18 in Sarawak and 10 in Sabah. Current production is averaging 
150,000 barrels per day with some further increase expected by year-end. 


Petronas (National 0i1 Company) signed agreements with all State 
Governments, the last being Sabah on June 14, 1976, under which Petronas 
will pay 5 percent of the gross revenues derived from crude oil] and gas to 
them in return for exclusive rights and ownership of exploring and exploiting 
gas oil and oil. 


Negotiations continue between Petronas and Exxon and Shell on production- 
sharing agreements. These negotiations have been in progress since November 
1975. Petronas also awarded recently a contract to a group of Japanese 
firms headed by C. Itoh to draw up a master plan for upstream and downstream 
development of the oil and gas industry in Malaysia. 


Manufacturing has recovered strongly during 1976, especially textiles 
and transport equipment. Exports of textiles are up substantially and 
new car sales have jumped 8.5 percent over 1975 during the first half of 
1976. 


Inflation, as measured by the Consumer Price Index for Peninsular 
Malaysia which is heavily weighted for food items, was only 1.2 percent 
higher for the period January-April 1976 compared to the same period 1975. 
Inflation will probably increase during the second half of 1976 but can be 
expected to be a reasonable 4-5 percent for the year. 


External reserves total over U.S. $1.6 billion, equal to over five 
months of import payments. Malaysia's conservative fiscal and monetary 
policies and management considerably enhance the country's financial 





standing and are reflected in the relatively low level of external public 
debt and the low ratio of debt service payments to exports (3.9 percent 
in 1975). However, increased new foreign loan commitments will be 
required during the period of the Third Malaysia Plan 1976-80 with TMP 
public expenditures projected at M$18.9 billion (U.S.$7.5 billion). Substan- 
tial increases in market borrowings are expected and debt service obliga- 
tions are expected to rise to about 7 percent by 1980, still well within 
Malaysia's debt servicing capacity. Since Malaysia is a net exporter of 
oil, the country has not been adversely affected by the higher price of 
petroleum and in the longer run should benefit substantially from high 
oil prices. 


SIGNIFICANT EVENTS DURING 1976 


Fifth International Tin Agreement: On March 11, 1976 the United 
States for the first time affixed its signature to an International Tin 


Agreement which requires ratification by the U.S. Senate before the U.S. 
becomes a consumer member of the International Tin Council. The Fifth 
Tin Agreement is the first formal commodity agreement signed by the 
United States after its announced policy in September 1975 of considering 
commodity arrangements on a case-by-case basis. The Fifth Tin Agreement 
came into force July 1, 1976. 


Industrial Coordination Act, 1975 (ICA): The Act basica'ly stipulates 


that no person shall engage in any manufacturing activity unless he is 
issued a license by the GOM for such manufacturing activity. All 
manufacturers are required to apply for such a license, except that the 
Minister of Trade and Industry may exempt any manufacturing activity 

from all or any of the provisions of the ICA. A blanket exemption was 
granted all manufacturers with less than M$250,000 (US$100,000) in 
shareholders funds or with less than 25 fulltime employees. The announced 
purpose of the ICA is to ensure the orderly development of the manufacturing 
sector. 


After one year of exhaustive discussions between the Government and 
representatives of the private manufacturers, the Government brought the 
ICA into effect on May 1, 1976.The implementing regulations, however, 
provide very little additional substantive definition other than a 
listing (nine pages) of information required with the application for 
a license to manufacture. The proof lies in implementation, therefore, 
with heavy reliance on Government's undertaking for fair and equitable 
treatment within New Economic Policy objectives. Existing manufacturers 
have one year to apply for licenses which Government has indicated will 
be automatically granted on application. Government states that 80 percent 
of the manufacturers in Malaysia are affected by the ICA. Although American 
firms are, of course, required to seek licenses, this is not expected to 
be a substantive problem for most American firms here, since those 





established after January 1, 1972 already will have negotiated the framework 
of their operations in terms of New Economic Policy objectives. 


Rubber Price Stabilization Scheme, a plan to stabilize the price of 
rubber through a buffer stock and supply rationalization, has been 
drafted, but still requires the final approval of participating govern- 
ments. The Association of Natural Rubber Producing Countries (ANRPC) hopes 
to gain approval of the Scheme before the end of 1976. Malaysia, as the 
largest producer of natural rubber in the world, has been the prime 
innovator and mover of the Scheme. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. firms producing high technology equipment will find a ready 
market in Malaysia's expanding economy. Areas of special interest include 
equipment for: ports and harbors, airports, telecommunications, electric 
power generation, agriculture and fisheries, food processing and building 
and construction. The Embassy believes that especially good 1976 sales 
prospects exist in the following categories: 


--laboratory instruments. Demand is expected to increase notably 
during 1975-1979 with total imports reaching M$92 million in 
1979. U.S. share of the market was 42 percent in 1974. U.S. 
suppliers should achieve sales in excess of M$44 million in 1976. 


--business machines, equipment, and systems. A limited but growing 
market exists for sale of business machines and systems. Malaysia 
suffers from a shortage of trained personnel in this area. 


--timber processing equipment. With the recent firming-up of timber 
prices in Japan, Europe and the U.S., the potential for sales to 
the Malaysian timber industry is excellent. Significant new 
opportunities should occur with the move towards integrated 
operations. 


Other excellent prospects exist in communication equipment, airconditioning 
and refrigeration equipment, process control instrumentation, and metalworking 
and finishing equipment. 


As part of our continuing program to expand U.S. exports to Malaysia 
the Embassy, in conjunction with the U.S. Department of Commerce, has recently 
completed a timber industry trade mission in March and a trade exhibition 
in June featuring materials handling equipment, packaging machinery and 
equipment, and building and construction equipment. A trade mission on 
commercial fisheries eugipment will be hosted in August; a seminar on 
computers in September and a mining equipment technical seminar in October. 





Successful exporters to the Malaysian market find that if they cannot 
set up their own office in-country, the best guarantee of success is a 
reputable and aggressive local agent. Ideally, the agent will know 
something about the product line before representing a firm. More 
importantly, he must be able to provide the all-important factor of after- 
sales service. American firms have often been accused (sometimes justifi- 
ably so) of viewing the Malaysian customer as a one-time sales prospect. 
Firms wishing to sell to Malaysia over the long-term are well advised to 
locate a reputable local agent. The Embassy and the Department will be 
pleased to assist any American firm in locating such an agent. 
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